REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON IKHEIS MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the IKheis 
Municipality, which comprise the statement of financial position as at 30 June 201 1 , the 
statement of financial performance, statement of changes In net assets and cash flow 
statement for the year then ended, a summary of significant accounting policies, other 
explanatory information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act no. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa. 2009 (Act no. 1 of 2010 as amended) 
(DoRA), and for such internal control as management determines necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
(Act No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), my responsibility is to express an opinion on the financial 
statements based on conducting the audit in accordance with the International 
Standards on Auditing and General notice 1111 of 2010 issued in Government Gazette 
33872 of 15 December 2010. Because of the matters described In the Basis for 
disclaimer of opinion paragraphs, however, I was unable to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Basis of presentation 

4. I was unable to confirm the accuracy, occurrence and completeness of the presentation 
and disclosure of the financial statements due to the following: 

• In terms of Directive 4: Transitional Provisions for Medium and Low Capacity 

Municipalities issued by the Accounting Standards Board, the municipality has 

adopted the transitional provisions for the following GRAP Standards; 

• GRAP 12 Inventories 

• GRAP 13 Leases 

• GRAP 16 Investment property 

• GRAP 17 Property, plant and equipment 

• GRAP 19 Provisions, contingent liabilities and contingent assets 

• GRAP 100 Non-current assets held for sale and discontinued operations 

• GRAP 102 Intangible assets. 

5. Directive 4 exempts the municipality from measuring and recognising the municipality’s 
assets and liabilities covered by the aforementioned standards that were not previously 
recognised. 

6. The following disclosure was not made for the aforementioned standards as required by 
Directive 4: 



The classes of assets and iiabiiities that had not been measured in accordance with 
the applicable standard of GRAP during the previous reporting period, but which are 
now so recognised. 


• The nature and amount of any measurement period adjustments recognised during 
the period. 

• Information on the progress made by the municipality towards measuring assets and 
liabilities in accordance with the requirements of the Standards of GRAP and 
recognising major classes of assets and liabilities that had not been recognised in 
full. 

• The records of the municipality did not permit the application of alternative audit 
procedures to confirm the accuracy, occurrence and completeness of the disclosure 
required by Directive 4. 

Property, plant and equipment 

7. The existence, completeness, valuation, and rights and obligations of property, plant 
and equipment (including infrastructure assets) to the value of R60 254 748, as 
disclosed in note 9 to the financial statements, could not be confirmed because of the 
following. 

e Infrastructure assets acquired after 1 July 2009 amounting to R9 607 281 were not 
componentised and measured in terms of GRAP 17, Property, plant and equipment. I 
was therefore not able to physically verify the infrastructure assets due to the 
recording of global amounts. The records of the municipality did not permit the 
application of alternative audit procedures. 

• Immovable assets to the value of R6 978 134 were capitalised as part of the 
sewerage network and buildings of the municipality, of which the municipality is not 
the legal owner, which resulted in property, plant and equipment being overstated. 

« Finance lease assets acquired during the year is overstated by R293 825 due to the 
incorrect application of the recognition criteria of GRAP 13, Leases. 

8. The municipality’s records did not permit the application of alternative audit procedures. 

9. Contrary to the requirements of paragraph 19ofGRAP 3, Accounting policies, changes 
in accounting estimate and errors, the municipality did not retrospectively adjust 
property, plant and equipment for a prior period error, which was caused by the 
correction of an error discovered in the unbundling process of infrastructure assets. This 
resulted in property, plant and equipment, and the accumulated surplus in the 
comparative year being understated by R1 451 769. The municipality did not disclose 
the following required disclosures as required by the standard; ; The nature of the prior 
year error, for each period presented, to the extent practicable; the amount of the 
correction for each financial line item affected; the amount of the correction at the 
beginning of the earliest period presented. 

1 0. Contrary to the requirements of paragraph 49 of GRAP 1 , Presentation of financial 
statements, the municipality did not retrospectively reclassify buildings that were 
disclosed as part of land in prior years as disclosed in note 9 to the financial statements. 
The municipality did not disclose the nature of the reclassification, the amount of each 
class of items that was reclassified and the reason for the reclassification of each 
amount. This resulted in the overstatement of the comparative figure for land, included 
as part of the note on property, plant and equipment by R1 5 269 400. 



Investment property 

11.1 was unable to confirm the completeness, existence and rights and obligations of 
investment property, as the municipality did not Identify and recognised investment 
property in accordance with GRAP 16, Investment property. 

Intangible assets 

12. 1 was unable to confirm the completeness, existence and rights and obligations of 
intangible assets, as the municipality did not identify and recognised intangible assets in 
accordance with GRAP 102, Intangible assets. 

Receivables from exchange and non-exchange transactions 

1 3. 1 was unable to confirm the completeness, rights and obligations, existence and 
valuations of receivables amounting to R20 300 008, as disclosed in notes 2 and 4 to the 
financial statements due to the following. 

o The municipality made a blanket provision of R19 318 009 (2009/10: R4 393 333) for 
the impairment of receivables. The South African Statement of Generally Accepted 
Accounting Practise, IAS 39, Financial instruments does not allow for a blanket 
provision for impairment of loans and receivables. In terms of IAS 39, the municipality 
must assess at each reporting date whether a financial asset or group of financial 
assets is impaired. A financial asset is deemed to be impaired if, and only if, there is 
objective evidence that an impairment loss on loans and receivables has been 
incurred. The amount of the loss is measured as the difference between the asset's 
carrying amount and the present value of estimated cash flows, discounted with the 
financial asset's original effective interest rate. I could not obtain evidence for the 
basis of impairment of R19 318 009.The records of the municipality did not permit the 
application of alternative audit procedures. 

• The existence of receivables to the value of R9 261 586 could not be confirmed due 
to a lack of sufficient appropriate audit evidence. The records of the municipality did 
not permit the application of alternative audit procedures. 

• VAT to the value of R2 535 105 on the receivable balances is excluded from the 
receivable balance disclosed. The municipality offset the VAT receivable and payable 
provision accounts. In terms of GRAP 1, Presentation of financial statements, the 
municipality is not allowed to offset assets and liabilities unless it is required by a 
Standard of GRAP, 

• Loan agreements with consumers exceeding terms of 12 months were not classified 
as non-current receivables. I could not determine the extent of the misallocations, 
due to a lack of proper record keeping and the unavailability of sufficient appropriate 
supporting documentation. 

» Receivables from exchange transactions are understated by R257 435 due to the 
incorrect application of the water tariff approved by the council. The records of the 
municipality did not permit the application of alternative audit procedures, 
e Receivables from non-exchange transactions are understated by an estimated 
amount of R125 856 as not all taxable properties in the municipality’s jurisdiction 
were levied for rates and taxes. 

14. Contrary to the requirements of paragraph 49 of GRAP 1, Presentation of financial 
statements, the municipality reclassified receivables from non-exchange transactions to 
the value of R1 085 820 that were previously disclosed as part of receivables from 
exchange transactions as disclosed in note 4 to frie financial statements. The 
municipality did not disclose the nature of the reclassification, the amount of each class 
of items that was reclassified and the reason for the reclassification of each amount. 



Inventory 

® I was unable to confirm the completeness, existence and rights and obligations of 
water inventory, as the municipality did not identify and recognised the inventory in 
accordance with GRAP 12, Inventory. 

Trade and other payables 

16. I was unable to confirm the completeness, rights and obligations, existence and 
valuation of trade and other payables to the value of R4 942 1 59 as disclosed in note 1 0 
to the financial statements, because of the follovwng. 

e Application for roll-over funds of unspent conditional grants specific to the Municipal 
Infrastructure Grant (MIG) was not approved by the National Treasury due to the 
non-submission of required information as outlined in MFMA Circular 51. The decline 
of the application resulted In the unspent portion of funds to be surrendered to the 
National Treasury. Trade and other payables are therefore understated by R2 322 
251 and unspent conditional grant and receipts are overstated by the same amount. 

17. Contrary to the requirements of paragraph 19 of GRAP 3, Accounting policies, changes 

in accounting estimate and errors, the municipality did not retrospectively adjust the 
financial statements for the recognition of trade and other payables to the value of 
R1 404 800. This resulted in an understatement of the prior year trade and payable 
balance and an overstatement of the prior year accumulated surplus balance and 
current year's operating expenditure. The municipality did not disclose the following 
required disclosures as required by the standard: The nature of the prior year error, 
for each period presented, to the extent practicable; the amount of the correction for 
each financial line item effected; and the amount of the correction at the beginning of 
the earliest period presented. 

Provisions 

18. 1 was unable to confirm the completeness, right and obligations, existence and valuation 
of provisions, as the municipality did not disclose the provision for the restoration of the 
municipality’s landfill site, in accordance with GRAP 19, Provisions. 

Employee benefits 

19. 1 was unable to confirm the completeness, rights and obligations, existence and 
valuation of provisions to the value of R780 237 as disclosed in note 14 to the financial 
statements, as no disclosure was made for long term service bonuses as required by 
IAS 1 9. 1 was unable to determine the understatement of the obligation due to the lack 
of sufficient appropriate supporting documentation. 

20. The entity's records did not permit the application of alternative procedures. 


Value-added tax (VAT) 

21 . 1 was unable to confirm the completeness, existence and valuation of the VAT receivable 
to the value of R1 458 884 as disclosed in note 12 to the financial statements, because 
of the following. 

» VAT provision payable and receivable accounts on consumer debtors to the value of 
R2 535 1 05 were offset, resulting in an understatement in the receivable balances 
and the VAT liability account. In terms of GRAP 1. Presentation offinanciai 
statements, the municipality is not allowed to offset assets and liabilities unless it is 
required by a Standard of GRAP. 



22. Contrary to the requirements of paragraph 19 of GRAP 3, Accounting policies, changes 
in accounting estimate and errors, the municipality did not retrospectively adjust an error 
in VAT to the value of R1 368 053. This resulted In the VAT control account of the prior 
year being overstated and the accumulated surplus being understated. The municipality 
did not disclose the follo\A/ing disclosures as required by standard: The nature of the 
prior year error for each period presented, to the extent practicable; the amount of the 
correction for each financial line item effected; and the amount of the correction at the 
beginning of the earliest period presented. 

Unspent conditional grants and receipts 

23. 1 was unable to confirm the completeness, existence, rights and obligations, and 
valuation relating to unspent conditional grants and receipts as disclosed in note 15 to 
the financial statements to the value of R2 695 659, because of the following; 

e Application for rollover funds of unspent conditional grants, specific to the MiG was 
not approved by the National Treasury due to the non-submission of the required 
information as outlined in MFMA Circular 51 . The decline of the application results in 
the unspent portion of funds to be surrendered to the National Treasury. Unspent 
conditional grants and receipts are therefore overstated by R2 322 251 and trade 
and other payables are understated by the same amount. 

® The unspent conditional grants and receipts liability exceeds the total bank and 
investment position as at 30 June 201 1 of the municipality by R608 905. 1 was 
unable to obtain sufficient and appropriate audit evidence for the identified 
difference. 

Leases 

24. 1 was unable to confirm the completeness, existence, rights and obligations and 
valuation of the finance lease liabilities as disclosed in note 17 to the financial 
statements to the value of R2 384 508, because of the following: 

« The municipality excluded from property, plant and equipment as welt as liabilities in 
the current and prior years, statement of financial position, lease obligations that 
should have been capitalised in the prior years in order to conform to GRAP 1 3, 
Leases. A lease agreement that meets the definition of a finance lease in terms of 
GRAP 1 3 was incorrectly classified as an operating lease. Due to the lack of 
sufficient appropriate audit evidence, I could not determine the amounts by which 
property, plant and equipment, long and current portions of finance lease liabilities, 
accumulated surplus and net surplus were understated. The municipality’s records 
did not permit the application of alternative audit procedures. 

® The non-current and current portions of the finance lease liability as disclosed in note 
17 to the financial statements are overstated by R404 459 due to the incorrect 
application of the initial recognition criteria of finance leases in terms of GRAP 13. 
Leases. Leases were not recognised at an amount equal to the fair value of the 
leased assets or, if lower, the present value of the minimum lease payments. 

Accumulated surplus 

25. 1 was unable to confirm the completeness, rights and obligations, existence and 
valuation of the accumulated surplus amounting to R51 459 631 , as disclosed in the 
statement of financial position, because of the following. 

® The accumulated surplus is overstated by R6 978 134 as immovable assets were 
capitalised as part of the sewerage network and buildings of the municipality, of 
which the municipality is not the legal owner. 

« Contrary to the requirements of paragraph 19 of GRAP 3 Accounting policies, 
changes in accounting estimate and errors, the municipality did not retrospectively 



adjust prior period errors, which resulted in the accumulated surplus being 
misstated, because of the following: 

26. An error in property, plant and equipment was not retrospectively adjusted. The error 
was discovered in the cost price of property, plant and equipment during the unbundling 
process of infrastructure assets. This resulted in property, plant and equipment and the 
accumulated surplus in the comparative year being understated by R1 451 769. 

27. An error in the trade and payable balances was not retrospectively adjusted. The error 
was discovered during the reconciliation process of trade payables. This resulted in the 
overstatement of current year operating expenditure, the accumulated surplus in the 
comparative year and an understatement of the comparative balance for trade and 
payables by R1 404 800. 

28. An error in the VAT control account was not retrospectively adjusted. The error was 
identified during the reconciliation process of VAT from prior years. This resulted in an 
overstatement of the accumulated surplus and understatement of the VAT control 
account in the comparative year by R1 368 053. 

29. The municipality did not disclose the following disclosures as required by GRAP 3; the 
nature of the prior year error for each period presented, to the extent practicable; the 
amount of the correction for each financial line item effected; the amount of the 
correction at the beginning of the earliest period presented. 

Revenue 

30. 1 was unable to confirm the completeness, accuracy, occurrence and classification of 
revenue to the value of R30 533 807 as disclosed in the statement of financial 
performance, because of the following. 

• Revenue recognised from the sale of water is understated by R257 435 as the 
approved tariff of the council was not implemented. The records of the municipality 
did not permit the application of alternative audit procedures. 

• Revenue recognised from rates and taxes is understated by an estimated amount of 
R125 856 as not all taxable properties in the municipalities jurisdiction was levied for 
rates and taxes. 

• Interest on outstanding consumer accounts Is overstated and government grant and 
subsidies received is understated by R528 379, due to the incorrect classification of 
grant money received from DWAF. 

e Rental on facilities and equipment is overstated and other income is understated by 
R357 238, due to the incorrect classification of administration fees as rental revenue. 

• Conditional grant receipts and expenditure on grants received from, the Department 
of Water Affairs and Forestry (DWAF) to the value of R528 379, the Department of 
Cooperative Governance, Human Settlement and Traditional Affairs (CoGHSTA) to 
the value of R375 000 and the Department of Sport, Arts and Culture to the value of 
R220 000 were not disclosed in note 24 to the financial statements. 

Expenditure 

31 . Contrary to the requirements of paragraph 19 of GRAP 3, Accounting policies, changes 
in accounting estimate and errors, the municipality did not retrospectively adjust the 
financial statements for the recognition of prior year trade and other payables to the 
value of R1 404 800. This resulted in an understatement of the prior year trade and 
payable balance and an overstatement of the prior year accumulated surplus and 
current year’s operating expenditure. The municipality did not disclose the following 
disclosures as required by the standard: The nature of the prior year error for each 



period presented, to the extent practicable; the amount of the correction for each 
financial line item effected; and the amount of the correction at the beginning of the 
earliest period presented. 


Cash flow statement 

32. GRAP 2, Cash flow statements, prescribes the classification and understandability of the 

cash flow statement. The cash flow statement was misstated due to the following. 

e Net cash flows from operating activities as disclosed in note 35 to the financial 
statements are overstated by R6 358 739 as total receipts issued are overstated by 
R5 857 166 and payments from operating activities are understated by R501 573. 

e Interest earned and paid to the value of R1 310 583 was not included in the 

reconciliation of cash flows from operating activities calculation as per requirements 
of GRAP 2.28. 

e Net cash flows from investing activities are understated by R4 449 841 as work in 
progress from previous years was recognised In the movement for the purchase of 
fixed assets in the current financial year. 

• Net cash flow from financing activities is overstated by R2 784 295 as repayment of 
borrowing is overstated by R655 709 due to the incorrect calculation method applied. 
Proceeds from finance lease liabilities are overstated by R2 384 508 as the proceeds 
disclosed do not represent a cash flow. 

* Major classes of gross receipts and payments are not separately disclosed in the 
cash flow statement as per requirements of GRAP 2. 1 6. 

33. The records of the municipality did not permit the application of alternative audit 

procedures. 


Disclosure 

Financial risk management 

34. The municipality did not disclose the financial risk management relating to financial 
instruments and the classification of financial assets and liabilities. In terms of IFRS 7, 
Financial instrument disclosures, the aforementioned additional disclosure of financial 
instruments must be made in the notes to the financial statements. 



Commitments 


35. i was unable to confirm the occurrence, completeness, accuracy, rights and obligations, 
and valuation of commitments disclosed In note 42 to the financial statements to the 
value of R2 322 252, because of the follovwng: 

e Commitments disclosed is overstated by R1 755 480 due to inaccurate calculation of 
commitment balances at year-end. The records of the municipality did not permit the 
application of alternative audit procedures. 

Section 125 MFWIA 

36. I was unable to confirm the occurrence, completeness, accuracy, rights and obligations, 
classification and valuation of the section 125 MFMA disclosures as disclosed in note 41 
to the financial statements, because of the following: 

e Contributions to organised local government have not been disclosed as part of the 
disclosure note for the current and prior financial year as per the requirements of the 
MFMA. The records of the municipality did not permit the application of alternative 
audit procedures. 

• Comparative transactions and balances were not disclosed for audit fees, PAYE, 

SDL and UIF, pension and medical aid deductions as per the requirement of GRAP 
1.47, Presentation of financial statements. The records of the municipality did not 
permit the application of alternative audit procedures. 

• Pension and medical aid deductions of R1 164 863 disclosed in note 41 .5 to the 
financial statements are overstated by R352 551. The records of the municipality did 
not permit the application of alternative audit procedures. 

• Section 125(2)(d)(i) of the MFMA states that the notes to the annual financial 
statements of a municipality must disclose particulars of any material losses. No 
distribution losses were disclosed in the notes to the financial statements due to the 
municipality not implementing adequate control measures to reliably calculate these 
losses. I was unable to determine the total extent of the understatement in 
distribution losses as sufficient appropriate documentation could not be obtained. 

Budget 

37. 1 was unable to confirm the accuracy and completeness of the budget disclosure as 
included in annexure E to the financial statements, because of the following: 

« The municipality opted to use the guidance issued by the National Treasury to 
disclose budget information in terms of the requirement of GRAP 1 , Presentation of 
financial statements. The budget information disclosed in the annexure is not 
complete, as the capita! budget is omitted from the disclosure and no reconciliation of 
the cash flows from the municipality was performed. 

e The adjusted budget figures included In the disclosure are overstated by 

R18 289 763, as the correct figures per approved adjusted budget were not used in 
the compilation of the disclosure. 

9 The actual amounts used in the disclosure of the budget do not agree with the actual 
amounts included in the statement of financial performance, as the disclosed 
amounts exceed the actual amounts by R6 414 417. 

6 Unauthorised expenditure was not calculated and disclosed in terms of the National 
Treasury requirements for budget disclosures. 



Irregular expenditure 

38. 1 was unable to confirm the completeness of irregular expenditure as the municipality did 
not disclose irregular expenditure to the value of R5 863 953 incurred during the year, 
because of the following: 

® The municipality did not comply with the Supply Chain Management Regulations 
(GNR 868) for expenditure amounting to R5 795 239. The following represent the 
most significant matters Identified in this regard: 

i) No evidence could be submitted to indicate that the municipality had advertised 
on the municipal website, notice board and local newspaper for procurement in 
excess of R30 000. 

ii) In several instances there was no evidence that a competitive bidding process 
had been followed for procurement equal to or in excess of R200 000. 

iii) Tax clearance certificates were not obtained for procurement equal to or above 
R15 000. 

iv) There were also instances where the required number of quotations had not been 
obtained. 

v) Tender documentation did not include the evaluation and adjudication criteria, 
goals for which points are to be awarded and the method for calculation of points. 

vi) Written price quotations were accepted from suppliers without obtaining a 
declaration whether he/she is in the service of state or has been in the service of 
stale for the past 12 months. 

vii) Annual interest declarations were not completed by municipal officials involved in 
the procurement process 

• Medical aid and pension fund contributions were paid on behalf of councillors 

exceeding the upper limits of councillors’ remuneration as prescribed by Government 
Gazette No. 1 196 of December 2010. 

« I could not obtain a register or reconciliation of irregular expenditure, as the 
municipality had no system to identify and reconcile irregular expenditure. 


Unauthorised expenditure 

39. 1 was unable to confirm the completeness of unauthorised expenditure as disclosed in 
note 40.1 to the financial statements to the value of R965 736, because of the following; 

e The municipality incurred unauthorised expenditure to the value of R15 253 215, as 
the operating votes for Finance and Administration and Waste Management were 
overspent by R14 575 215 and the capital budget was overspent by R628 000 due to 
the acquisition of a sanitation truck. 

® I could not obtain a reconciliation of unauthorised expenditure, as the municipality 
had no system to identify and reconcile unauthorised expenditure. 



Fruitless and wasteful expenditure 

40. i was unable to confirm the completeness of fruitless and wasteful expenditure as 
disclosed in note 40.2 to the value of R172 528, because of the following: 

e Fruitless and wasteful expenditure to the value of R4 225 was incurred for payments 
made to DSTV. 

o I could not obtain a reconciliation or register of fruitless and wasteful expenditure, as 
the municipality had no system to identify and reconcile fruitless and wasteful 
expenditure. 

Prior year qualifications not resolved 

41 . International Standard of Auditing (ISA) 710, dealing vwth comparatives, requires the 
auditor to modify the auditor’s report when the matters that gave rise to the prior year 
modification of the audit report is still unresolved. 


Value-added tax (VAT) 

42. Included in VAT receivable of R919 331 were transactions amounting to R586 803 
which represent refunds expected from the South African Revenue Service. The reports 
used to complete the VAT returns did not include VAT on all taxable supplies. The 
accounting system did not accurately calculate VAT on all taxable supplies. An 
unexplained difference of R872 526 existed between the accounting system receipts list 
and the total receipts per the VAT returns. The municipality's records did not permit the 
application of alternative audit procedures. Consequently, I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the completeness, 
rights and obligations, existence and valuation of VAT refundable from the South African 
revenue Service. 

Property, plant and equipment 

43. Management was unable to provide adequate supporting documentation relating to 
additions of R1 33 713 and capital under construction of R384 176. The municipality’s 
records did not permit the application of alternative audit procedures. 

44. I could not obtain sufficient appropriate audit evidence for journals to the value of 
R1 273 840. 


Trade and other payables from exchange transactions 

45. Trade and other payables to the value of R469 634 have not been recognised in the 
annual financial statements, resulting in an understatement of trade and other payables 
and operating expenditure. 


Revenue 

46. I could not obtain sufficient appropriate audit evidence for an unexplained difference of 
R372 952 between the property rates revenue disclosed as R977 847 and the valuation 
roll amount of R604 894. Consequently, I was unable to confirm the accuracy and 
occurrence of property rates. The municipality’s records did not permit the application of 
alternative audit procedures. 

47. Revenue and receivables from exchange transactions were understated by R560 706, 
as the water service charges tariffs were lower than the tariffs as per the approved tariff 
list. 



Expenditure 

48. Expenditure was overstated and the accumulated surplus was understated by R337 730 
relating to prior year expenses incorrectly recorded In the current financial year. 


Disclaimer of opinion 

49. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, 1 do not express an opinion on these 
financial statements. 

Emphasis of matters 

50. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Significant uncertainties 

51 . With reference to note 44 to the financial statements, the municipality is the defendant in 
a lawsuit for the total amount of R855 000. The ultimate outcome of the lawsuit cannot 
be determined at present. 

Going concern 

52. The municipality's financial statements were prepared on the going concern basis. The 
following conditions may cast doubt on the municipality’s ability to continue as a going 
concern: 

53. These may include the following: 

• With reference to note 3 to the financial statements, the municipality is experiencing 
serious difficulties with regard to debt collection. Debtors amounting to R20 080 818 
have been outstanding for more than 90 days. As at 30 June 2011, current liabilities 
exceeded current assets by an amount of R4 750 447 (61%). 

• With reference to the statement of financial performance, R21 808 432 (71%) of the 
municipality’s revenue constituted government grants, which indicates that the 
municipality is heavily dependent on the payment of the outstanding debtors relating 
to the services rendered by the municipality in order to honour payments to creditors. 

• The municipality did not settle trade creditors amounting to R371 158 within 30 days. 

• With reference to the statement of financial performance, the municipality has a net 
loss of R4 447 232 for the current financial year . 

• The municipality overspent an amount of R15 253 215 on its operational and capital 
budget for the 2010-1 1 financial year. 

e The municipality incurred a loan from the Development Bank of Southern Africa in 
prior financial years. Subsequently, the terms of the loan were restructured during the 
2010-1 1 financial year due to the municipality defaulting on its repayments, 
e With reference to note 15 to the financial statements, unfavourable subsequent 
events were identified relating to the unspent portion of grants and receipts. An 
amount of R2 322 252 of the unspent portion that relates to MIG funds received have 
to be surrendered to the National Treasury. The municipality is not in a position to 
surrender the funds as the liability exceeds the total cash position of the municipality 
by R608 905. 

Impairments 

54. As disclosed in note 3 to the financial statements, material losses to the amount of 
R19 318 009 were Incurred as a result of an increase in the provision for impairment 
relating to the recoverability of consumer debtors. 



Additional matters 

55. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 


Materiai inconsistencies in other information included in the annual report 

56. The annual report has not been received at the date of this report and as result a 
conclusion could not be drawn on the consistency between the financial statements and 
the audit report with other information included in the annual report. 

Unaudited supplementary schedules 

57. The supplementary information set out on pages 41 to 48 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

58. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annua! performance report as set out on pages >OC to ^ and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 

59. 1 was unable to conduct the audit of performance against predetermined objectives as 
the municipality did not submit the annual performance report as required by section 46 
of the MSA and section 121{3)(c) of the MFMA. 

Usefulness of information 

60. The following criteria are relevant to the findings below; 

• Measurability: The indicators are not well defined and verifiable, and targets are not 
specific, measurable, and time bound. 

61. Audit findings: 

• Performance indicators of the municipality do not comply with the SMART principals, 
29% of the performance indicators are not measurable, well defined and verifiable. 

Compliance with laws and regulations 

Strategic and performance 

62. The accounting officer of the municipality did not by 25 January assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and 
the service delivery targets and performance indicators set in the service delivery and 
budget implementation plan as required by section 72{1)(a)(ii) of the MFMA. [EX75] 

63. The municipality did not adopt a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 
41 of the Municipal Systems Act (MSA) and Municipal Planning and Performance 
Management Regulations 7 and 8. 



Budgets 

64. The municipality incurred expenditure that was not budgeted for and that was in excess 
of the limits of the amounts provided for in the votes in the approved budget, in 
contravention of section 15 of the MFMA. 

65. In contrast to the requirements of section 70(1) of the MFMA, the accounting officer did 
not report in writing to the municipal council any Impending or actual overspending of the 
municipal budget and steps taken to rectify such financial problems. 


Annual financial statements, performance and annual reports 

66. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of capital assets, liabilities, revenue, expenditure and disclosure items 
identified by the auditors were subsequently corrected, but the uncorrected material 
misstatements resulted In the financial statements receiving a disclaimer audit opinion. 

67. The performance report for the financial year under review was not prepared as required 
by section 46 of the MSA and section 121{3){c) of the MFMA. 


Audit committees 

68. No audit committee was in place as required by section 166(1) of the MFMA. 


internal audit 

69. The municipality did not have an internal audit unit in place as required by section 1 65(1 ) 
of the MFMA. 

70. In contrast to the requirements of section 62(c) of the MFMA, the municipality did not 
ensure that a risk assessment process was implemented at the municipality and 
consequently did not perform a risk assessment. 


Procurement and contract management 

71 . Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids as per the requirements of SCM regulation 1 9(a) and 36(1 ). 

72. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of SCM regulation 17(a) & (c). 

73. The municipality did not implement an SCM policy as required by section 1 1 1 of the 
MFMA. 

74. Contrary to the requirement of section 16(a) of the SCM regulations, reasons for not 
obtaining the prescribed number of quotations were not recorded. 

75. Persons in the service of the municipality who had a private or business interest in 
contracts awarded by the municipality failed to disclose such interest, as required by 
SCM regulation 46(2)(e). 

76. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship with a person employed by the state as per the 
requirements of SCM regulation 13(c). 



Human resource management and compensation 


77. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(1 )(b) and 
57{2)(a) of the MSA. 

78. The municipal manager did not sign an annua! performance agreement for the year 
under review, as required by section 57(1)(b) and 57(2)(a) of the MSA. 

79. Councillors were not paid in accordance with the upper limits of remuneration for 
councillors, as prescribed by the requirements of paragraph 5 of Government Gazeffe 
No. 11 96 of 10 December 20^0. 

Expenditure management 

80. The accounting officer did not take ail reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, withdrawal and payment of funds, as required by section 
65{2)(a) oftheMFMA. 

81 . The accounting officer did not take ail reasonable steps to ensure that the municipality 
had and maintained a management, accounting and Information system which 
recognised expenditure when It was incurred, accounted for creditors of the municipality 
and accounted for payments made by the municipality, as required by section 65{2)(b) of 
the MFMA. 

82. The accounting officer did not take reasonable steps to prevent unauthorised 
expenditure irregular expenditure and fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. 

Conditional grants 

83. The municipality did not always submit monthly reports to the transferring national 
officer, the National Treasury and the provincial treasury on spending and financial 
performance in respect of the allocations received for municipal infrastructure, as 
required by section 11(2)(b) of the DoRAand section 71(5) of the MFMA. 

84. The municipality did not always submit quarterly reports to the transferring national 
officer on non-financial performance in respect of the allocation received for municipal 
infrastructure, as required by section 11(2)(c) of the DoRA. 

85. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months 
after the end of the financial year as required by section 1 1 (6) of the DoRA. The 
accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months 
after the end of the financial year as required by section 1 1 (6) of the DoRA. 



Revenue management 


86. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised revenue when it Is earned, accounted for debtors, accounted for receipts of 
revenue, as required by section 64(2)(e) of the MFMA. 

87. A credit control and debt collection policy was not Implemented as required by section 
96(b) of the MSA. 

88. The council did not implement a tariff policy on the levying of fees for municipal services 
provided by the municipality, contrary to section 74(1) of the MSA. 

89. In contrast to the requirements of section 64(3) of the MFMA, the accounting officer did 
not inform the National Treasury of any payments due to the municipality by an organ of 
state, in respect of municipal tax or for municipal services, when such payments were 
regularly In arrears for periods of more than 30 days. 

90. The municipality did not comply with the requirements of section 7(1) of the Property 
Rates Act which requires the municipality to levy rates on all rateable property in its area. 

Asset management 

91 . The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which accounts 
for the assets of the municipality, as required by section 63{2)(a) of the MFMA. 

92. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2)(c) of the MFMA. 

Environmental 

93. Contrary to section 20 of the Environmental Conservation Amendment Act, 2003 (Act 
No. 50 of 2003), the municipality is operating disposal sites without a permit issued by 
the minister. 

INTERNAL CONTROL 

94. In accordance with the PAA and in terms of Genera/ A/of/ce 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annua! performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

95. The municipality did not have sufficient monitoring controls to ensure adherence to the 
internal policies and procedures at a programme/objective level and for purposes of 
taking corrective action. 

96. The accounting officer did not ensure that proper internal control procedures are 
developed, implemented and monitored to ensure that reported account balances, 
transactions and disclosures are supported by valid, accurate and complete financial 
information. 



97. The accounting officer of the municipality did not ensure that interna! control procedures 
are developed, implemented and monitored that will ensure that monthly sets of financial 
statements are prepared and subjected to review. 

98. The accounting officer of the municipality did not ensure that internal control procedures 
are developed, implemented and monitored that will ensure that daily disciplines are 
performed and reviewed. 

99. The leadership did not communicate and enforce management assertions 
(completeness, accuracy and quality) relating to the disclosures in the financial 
statements. 

100. The accounting officer does not evaluate whether management has implemented 
effective internal controls by gaining an understanding of how senior management has 
met its responsibilities In terms of the daily disciplines and by preparing the annual 
financial statements. 

101. Action plans developed on the previous audit outcomes were not implemented as 
planned and were not monitored and tracked by the leadership of the municipality. 

Financial and performance management 

1 02. The municipality did not implement proper record keeping in a timely manner to ensure 
that complete, relevant and accurate information is accessible and available to support 
financial and performance reporting. 

103. Regular, accurate and complete financial and performance reports are not compiled by 
the finance unit and reviewed by the CFO of the municipality that are supported and 
evidenced by reliable information. 

104. The financial statements and other information to be included in the annual report are 
not reviewed by the CFO of the municipality for completeness and accuracy prior to 
submission for audit purposes. 

105. Compliance with applicable laws and regulations are not reviewed and monitored by 
the municipality. The municipality does not have a delegated, trained employee with the 
necessary technical skills to address and monitor new legislative changes affecting the 
municipality. 

106. The annual performance report was not submitted for auditing as per the legislated 
deadlines. This is due to adequate systems not being in place during the financial year 
to facilitate the accuracy, classification and completeness of the accounting records. 

107. Records management and maintenance disciplines should be refined and included in 
the daily key controls and reviewed and monitored by the appropriate level of 
management. 



Governance 

108. internal controls are not selected and developed to prevent, detect and correct 
material misstatements in financial reporting and reporting on predetermined 
objectives. 

1 09. The leadership of the municipality do not place emphasis on the importance of a 
functioning audit committee In the municipality. 

1 1 0. The leadership of the municipality do not place emphasis on the importance of a 
functioning internal audit unit in the municipality. 


Kimberley 
30 November 201 1 
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